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At the last two meetings of the Viet Nam Task Force there 
has been a debate on the problem of meeting the local currency 
cost of the 20,000 man increase in Vietnamese armed forces. 

There follows a brief description of the problem. 

The Viet Nam Task Force Report, and the Council action 
upon it, authorized the 20,000 man increase in GVN forces. It 
did not, however, state who/ would bear the burden of the local 
currency cost of this increase. The CIP provided that the U. S. 
would supply military end items to carry out the CIP but that 
the GVN would supply local financing. The Economic Annex of the 
Task Force Report said: ". . .a relaxation in our previous 
position /on the matter of obtaining an increased Vietnamese 
financial contribution/ might well be interpreted as an accept- 
ance by the U. S. that the problem is of greater concern to it 
than to Viet Nam". (Annex 4, par. 2) 

When Thuan talked to Secretary Rusk on March 27 in Bangkok 
he is said to have stated that Viet Nam would have no problem 
financing local currency costs in 1961, but would have a problem 
in 1962. The Vice President, during his visit to Viet Nam, 
committed the U. S. to provision of the end items for a 20,000 
man increase in the armed forces without getting a GVN commit- 
ment as to local financing. His visit, moreover, may have left 
the impression that we considered the problem so urgent that 
the Vietnamese could successfully apply pressure to the U. S. 
They have now refused to undertake recruiting for the 20,000 
man increase until financing arrangements are worked out. The 
cost figures are roughly as follows: 

(Figures in million of dollars) 

1. Country team estimate of total GVN military $212* 

budget for FY 1961 (including 20,000 man 

increase) 

2. Prior U. S. commitment of support 134 


* Since recruitment has not yet begun, 
likely to be lower. 


ultimate estimate is 


declassified 
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3. Additional recent U. S. commitment to help cover 
piaster costs for 20,000 man increase (is tied 
to increased GVN contribution to its military 
budget) 

4. Total required GVN contribution 


$ 19 


59 


According to Thuan, with whom this matter was discussed 
yesterday, the GVN has "no piasters" available for this purpose. 

In Thuan* s view, the only way the piasters could be obtained by 
the GVN would be: (a) through borrowing from the Central Bank; 
or tb) by drawing down its gold and foreign exchange holdings 
of $200 million. Neither of these possibilities is looked upon 
with favor by the GVN. Borrowing from the Central Bank would 
be inflationary and Thuan claims that the Brookings economists^ /v, 
now advising the GVN Government believe that the GVN must re- 
tain foreign exchange reserves of the present magnitude. ^The__-vvP7! 
GVN has called up 6000 additional men, Thuan claims, but juat sfijt 
can't afford to call up any more. (Latest information I have 7 -rf 
seen does not indicate that a start has been made on the 
20,000; the 6000 may have been recruited to meet old force ''J it*? 
levels.) -v 


It has been estimated that the total cost of getting the t*”* 
20,000 additional men under arms by February 1962 is 560 million 
piasters. As Cottrell sees it, there are three alternative 
means of providing the required piasters: 

a. The U. S. could offer the Vietnamese 175 million 

piasters ($5*1 million at a rate of 35 piasters: $1) now 
in U. S. controlled accounts and insist that the Vietnamese 
raise the difference. , 

b. ICA could provide $7.6 million for the purchase of 
piasters. If the GVN would sell the U. S. piasters at the 
rate of 73 to the dollar, this would cover the entire 
piaster cost through February 1962. As I see it, such a 
solution would mean, in effect, that the GVN would be re- 
sorting to the printing press to pay for a part of the 
piaster cost. Cottrell claims that ICA, because of other 
reductions in the Vietnamese program, has $7.6 million it 
can use for this purpose. 

c. Do nothing now; let the GVN do what it is willing 
to do; and settle the matter more definitively when the 
Special Financial Group makes its recommendations. 

Although the amount of money involved here is not large, 

ICA has been concerned about the principle involved. The ICA 
representative on the Task Force feels that, if we respond to 
GVN pressure on this point, it is going to be much more 
difficult to get an ultimate GVN contribution of the magnitude 
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